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‘ BEFORE THE ARIZONA CORPORATION COMMISSION 

CARL J. KUNASEK 

JIM IRVIN 

WILLIAM A. MUNDELL 

Chairman 

Commissioner 

Commissioner 

IN THE MATTER OF THE! APPLICATION OF ) DOCKET NO. T-01051B-99-0105 
U S WEST COMMUNICATIONS, INC., A ) 
COLORADO CORPORATION, FOR A i AT&T’S m p L y  TO PRICE cAp 
HEARING TO DETERMINE THE EARNINGS ) 
OF THE COMPANY, THE FAIR VALUE OF ) QWEST 
THE COMPANY FOR RATEMAKING ) 

PLAN REVISIONS OF STAFF AND 

PURPOSES, TO FIX A JUST AND 1 
REASONABLE RATE OF RETURN 1 
THEREON AND TO APPROVE RATE ) 
SCHEDULES DESIGNED TO DEVELOP 1 
SUCH RETURN. 1 

I. INTRODUCTION 

Qwest and Staff have now proposed a revised Price Cap Plan and Settlement Agreement 

incorporating a few of the changes proposed by the parties to this proceeding. The agreed 

revisions, however, are superficial and fail to address the significant concerns raised by the 

parties. For this reason, AT&T of the Mountain States, Inc. (“AT&T”) continues to request that 

the Commission reject the proposed settlement. 

11. DISCUSSION 

AT&T has previously identified nine major problems with the Price Cap Plan as set forth 

below: 

1. The Proposed Revenue Requirement is Too High: Because the revenue 

requirement established by the Price Cap Plan is overstated, the approved Qwest prices 



going into the Plan are too high, to the detriment of Arizona consumers. 

2. 

consumers gains that Qwest is likely to experience because the productivity factor is set 

too low and because the productivity calculation fails to consider gains in productivity 

that are likely to occur during the term of the Plan. 

3. 

consumers because it fails to reduce Qwest’s charges for switched access to a competitive 

level, ensuring that intraLATA toll rates will remain substantially higher than they would 

be in a competitive market. 

4. 

Plan circumvents existing Commission rules by giving Qwest flexible pricing for any 

new service and for any service presently classified as non-competitive simply by 

offering the service in a package with a competitive service. This effectively grants 

Qwest pricing flexibility for all existing services. 

5. 

the ability to obtain flexible pricing for any service, the Plan also undercuts competition 

by permitting Qwest to engage in “spot” pricing. The Plan permits Qwest to offer 

different packages and different prices in any geographic area chosen by Qwest. This 

permits Qwest to undercut prices of services offered by competitors in the limited 

geographic areas where Qwest faces competition while maintaining or increasing its 

profit margin in other areas. 

6. 

The Plan fails to establish the price floors for services in Basket 3, exacerbating the 

potential for anti-competitive pricing on the part of Qwest. 

7. 

The Proposed Productivity Factor is Too Low: The Plan fails to share with 

Switched Access Rates Remain Substantially Above Cost: The Plan injures 

New Services and Packages Automatically Receive Pricing Flexibility: The 

Qwest’s Ability to Spot Price Undercuts Competition: In combination with 

The Plan Does not Adequately Define the Price Floors for Basket 3 Services: 

Insufficient Notice and Opportunity for Commission Review: The proposed 
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Plan does not allow competitors or the Commission sufficient opportunity to review 

Qwest’s pricing proposals. 

8. 

miscellaneous errors and ambiguities in both the Plan and the Settlement Agreement that 

provide a potential for misunderstanding and litigation that will burden the Commission 

and the competitive process, all to the ultimate detriment of Arizona consumers. 

Of these eight significant problems, the changes now proposed address only the last. 

The Agreement Is Riddled with Errors and Ambiguities: There are 

Staff and Qwest have eliminated some of the more minor ambiguities and errors in the Plan. 

Qwest and Staff have made no more than a passing effort, however, to address the substantive 

problems that make the Price Cap Plan contrary to the public interest. 

In its newly proposed revisions, Staff and Qwest make no changes to the sections of the 

Plan that address the revenue requirement (problem 1)’ the productivity factor (problem 2), 

switched access rates (problem 3), Qwest’s ability to spot price (problem 5) or the lack of notice 

that is permitted under the Plan for actions that may harm competitors (problem 7). AT&T has 

explained in detail in its post-hearing brief why these problems create substantial harm to the 

public and to the state of competition in Arizona. 

Qwest and Staff have made minor revisions to the sections of the Plan that deal with 

pricing flexibility for new services and packages (problem 4) and the price floors for Basket 3 

services (problem 6). These superficial changes, however, do not eliminate the concerns raised 

AT&T regarding these provisions of the Plan. 

Paragraph 4(e) of the Plan gives Qwest’s the ability to obtain flexible pricing for new 

services without demonstrating the extent to which those services actually face competition. The 

provision also gives Qwest the ability to obtain pricing flexibility for noncompetitive services by 

offering those services as a “new package.’’ AT&T and other parties objected to this provision 

on the basis that it effectively grants Qwest pricing flexibility for all services without the 
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I .  

necessity of compliance with existing Commission rule R14-1108. 

Staff and Qwest have now added language to Paragraph 4(e) to the effect that “the 

Commission retains the right to object to any proposed classification or filing.” This addition 

adds no substantive protections for consumers or competitors. The Commission always has the 

right to reject proposed classifications. This provision of the Price Cap Plan, however, removes 

the Commission’s ability to rely on the standards provided by R14-1108 in evaluating Qwest’s 

proposals. Nothing about the revision to Paragraph 4(e) solves the concern that Qwest may 

obtain pricing flexibility for existing services without showing that it in fact faces competition in 

providing those services. 

Qwest and Staff have made no changes to Paragraph 4(g) of the Plan that permits Qwest 

to offer new services and packages “to select customer groups based on their purchasing patterns 

and geographic locations, for example.” As AT&T pointed out in its post-hearing briefing, this 

provision, when combined with the provisions of 4(e) allowing flexible pricing for monopoly 

services, provides Qwest with an effective tool to prevent competition from developing in 

Arizona. 

The failure of Staff and Qwest to agree on price floors for flexibly priced services in 

Basket 3 exacerbates this problem. In response, Qwest and Staff have clarified that Qwest will 

be subject to imputation requirements in establishing Basket 3 pricing. The problem, however, is 

that Qwest and Staff have failed to clarify how those imputation rules will be applied. As AT&T 

pointed out in its post-hearing briefing, and as became clear at the hearing, Qwest and Staff have 

very different views on what must be imputed into the price floor for Basket 3 services. Under 

Qwest’s interpretation of the imputation rules, Qwest retains the ability to significantly under- 

price competitors in limited geographic areas in order to destroy any threat of competition. The 

Plan’s failure to clarify how imputation rules will be applied continues to create the risk of 

significant harm to competitors if the Plan is adopted. 

4 



111. CONCLUSION 

For all these reasons, AT&T requests and the reasons set forth in AT&T’s post-hearing 

brief that the Commission reject the proposed Settlement Agreement and Price Cap Plan. 

DATED t h i s e w a y  of January, 2001. 

AT&T COMMUNICATIONS OF THE 
MOUNTAIN STATES, INC. 

By: A 
Mary BhTribby 
fichards. Woiters 
1875 Lawrence Street, #1500 
Denver, Colorado 80202 
303-298-6741 Phone 
303-298-6301 Facsimile 
rwolters@att.com E-mail 

Mary E. Steele 
DAVIS WRIGHT TREMAJNE LLP 
1501 Fourth Avenue 
2600 Century Square 
Seattle, WA 98101-1688 

206-628-7699 (Facsimile) 
206-628-7772 
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Joan S. Burke 
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Arizona Consumers Council 
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